REPORT OF THE AUDITOR GENERAL TO THE MEMBERS OF THE 
COUNCIL ON THE FINANCIAL STATEMENTS OF GREATER TAUNG LOCAL 
MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2006 

1. AUDIT ASSIGNMENT 

The financial statements as set out on pages to , for the year ended 30 

June 2006, have been audited in terms of section 188 of the Constitution of the 
Republic of South Africa, 1996, read with sections 4 and 20 of the Public Audit 
Act, 2004 (Act No. 25 of 2004) and section 126 of the Municipal Finance 
Management Act, 2003 (Act No. 56 of 2003) (MFMA). These financial statements 
are the responsibility of the municipal manager. My responsibility is to express an 
opinion on these financial statements, based on the audit. 

2. SCOPE 

The audit was conducted in accordance with the International Standards on 
Auditing read with General Notice 1512 of 2006, issued in Government Gazette 
no. 29326 of 27 October 2006. Those standards require that I plan and perform 
the audit to obtain reasonable assurance that the financial statements are free of 
material misstatement. 

An audit includes: 

■ examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements 

■ assessing the accounting principles used and significant estimates made by 
management 

■ evaluating the overall financial statement presentation. 

I believe that the audit provides a reasonable basis for my opinion. 

3. BASIS OF ACCOUNTING 

The municipality’s policy is to prepare the financial statements on the entity 
specific basis of accounting as described in paragraph 1.1 of the accounting 
policies to the financial statements. 

4. QUALIFICATION 

4.1 Fixed Assets 

4.1.1 The completeness, valuation and existence of the total fixed assets as per 
note 7 amounting to R53 536 704 could not be verified as the total of the fixed 
asset register supplied for audit purposes was R40 041 502. 
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4.1.2 No complete physical asset count was performed at year-end based on all 
assets of the municipality as per the general ledger or the asset register. 

4.1.3 Title deeds could not be presented for certain land and buildings owned by 
the municipality and council ownership of these assets could therefore not be 
confirmed. 

4.1.4 In the previous year's audit report it was noted that capital expenditure 
amounting to R17 779 975 incurred was not appropriately capitalised. The 
amount has not been corrected in the current financial year and therefore fixed 
assets are understated by the said amount. 

4.1.5 A payment of R381 724 during the year for the Sekhing and new Seeding 
Bulk Water Supply was not capitalised. Fixed Assets are understated by 
R381 724. 

4.2 Debtors 

4.2.1 Included in debtors is an amount of R730 791 disclosed as other debtors 
in note 11. No supporting documentation could be provided to support the 
existence, recovery or valuation of the amount. 

4.2.2 Debtors are understated by R673 378. An advance payment made to a 
developer for a low cost housing project of R573 500 has not been recovered or 
accounted for as a debtor at year-end. Furthermore, an amount of R99 878 to be 
recovered from a former Mayor as per council resolution 21/2006 has not been 
accounted for as a debtor. 

4.3 Creditors 

4.3.1 Expenditure not recorded in the correct financial year amounting to 
R306 617 was identified during the course of the audit. Creditors are therefore 
understated by R306 617, with operating expenditure understated by R179 136 
and expenditure on trust funds and conditional grants understated by R127 481. 
The municipality has inadequate procedures in place to identify and compile a list 
of accruals at year-end. 

4.4 Trust funds and conditional grants 

4.4.1 In the previous year's audit report it was noted that conditional grants 
received from national and provincial governments and the expenditure incurred 
on those grants have been allocated directly against operating income instead of 
to the trust funds and conditional grants. The amounts have not been corrected 
in the current financial year and therefore trust funds and conditional grants have 
been understated by R3 028 857. 
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4.4.2 A refund received from a developer for an overpayment of R285 925 was 
incorrectly credited to operating expenditure instead of credited to the CBD 
Redevelopment Trust Fund. Operating expenditure is understated by R285 925 
and trust funds are understated by the same amount. 

4.4.3 An amount received of R367 000 was incorrectly recorded in the general 
ledger. Trust funds are overstated by R367 000 whereas operating income is 
understated by the same amount. 

4.4.4 Trust funds and conditional grant amounting to R4 361 593 had negative 
(debit) balances as per note 4 to the financial statements. This means that the 
actual expenditure on the funds either exceeded the total contributions and 
income of the funds to date or that all income had not been accurately recorded 
against the funds. 

4.4.5 A prior misallocation of R286 000 was incorrectly recognised as interest 
received in the Working Capital Trust Fund. The trust fund is overstated by the 
said amount. 

4.4.6 No supporting documents could be provided for a journal debited against 
the Development of a Tax Base Trust Fund as per note 4. amounting to 
R380 265. The trust fund is understated by the said amount. 

4.4.7 An amount of R367 862 paid into the Disaster Management Fund of the 
municipality was incorrectly recorded against general expenditure and salaries 
and wages instead of being allocated as a contribution. Also refer to paragraph 

4.9.1 in this regard. 

4.5 Internal loans 

4.5.1 During the year fixed assets amounting to R4 096 737 were funded from 
internal loans as per the general ledger. Approved and budgeted internal 
advances for the year as per the adjusted capital budget amounted to 
R3 876 658. Other than the budget, no council approval could be obtained for the 
internal loans made during the year. 

4.5.2 The total outstanding internal loans as per the General Ledger and 
Appendix B amounts to R5 490 986.13. This amount however does not agree to 
the total of the internal loans register supplied for audit purposes. 

4.5.3 As indicated in the prior year's audit report the total of assets financed 
from internal loans during the previous financial year could not be established. 
No interest or redemption was calculated for these assets in either the prior or 
current financial years. The completeness of capital charges as per the income 
statement could therefore not be established. 
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4.5.4 The total outstanding internal loans of R5 490 986 as per Appendix B 
exceed the accumulated total of the Revolving Fund of R3 715 594. 

4.6 Interest received 

4.6.1 Interest received on investments held specifically for the Revolving Fund 
amounting to R418 841 has been recognised as operating income instead of 
being allocated directly to the fund. Operating income is therefore overstated by 
R418 841 and Statutory Funds understated by the same amount. 

4.6.2 Interest received on the primary bank account of the municipality of 
R204 350 has been incorrectly credited against sundry debtors instead of 
operating income. Investments made during prior years amounting to R722 000 
and R1 151 551 respectively were incorrectly accounted for as interest received 
in the current year. Operating income is therefore overstated by R1 669 001 and 
sundry debtors understated by R204 350. 

4.6.3 The accuracy of the investment income as per the cash flow statement 
and notes 17, 19 and 22 of R1 610 747 could not be confirmed as accurate or 
complete. The total interest earned on investments as per the investment register 
and bank statements amounted to R2 154 946 less interest allocated directly to 
internal funds of R751 909. 

4.7 Value-added tax (VAT) 

4.7.1 Payments made to SARS during the year amounting to R1 395 753 
included interest and penalties amounting to R943 853. The interest and 
penalties are regarded as fruitless and wasteful expenditure but have not been 
disclosed in the financial statements as required. 

4.7.2 The balance of VAT control account at year-end as per the general ledger 
amounted to R2 045 701, indicating an amount receivable from SARS which has 
been included under debtors as per note 11. Flowever, according to a letter dated 
11 July 2006 received from SARS the outstanding balance owed to SARS by the 
municipality amounts to R7 798 401. This has not been reflected in the financial 
statements of the municipality. Debtors are therefore overstated by R2 045 701 
and Creditors are understated by R7 798 401. 

4.7.3 A formula to calculate input VAT on expenditure incurred by departments 
which render support services, on which input VAT cannot normally be claimed, 
to departments where VAT can be recovered, was not determined. Input VAT 
claimed is therefore understated. 
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4.8 Supply chain management 


4.8.1 During the year payments amounting to R6 342 544 were made to the 
developers of a housing project in Pudimoe. However no invoices were attached 
to the payments. The payments were made to the supplier on instruction of the 
Provincial Department of Development Local Government and Housing. No 
contract between the municipality and the supplier could be provided for audit 
purposes. According to the municipality the contract is between the department 
and the supplier, however a copy of this contract could not be supplied. It could 
not be verified whether these payments made were for actual services rendered. 

4.8.2 No invoices could be supplied for payments to suppliers amounting to 
R362 960. It could not be verified whether these payments made were for actual 
services rendered or whether the amount paid was correct. 

4.8.3 A payment amounting to R285 925 to a supplier for the supply of building 
materials has not been appropriately approved in terms of supply chain 
management policy. Furthermore, no invoice was attached to the payment made. 

4.9 Bank account not disclosed 

4.9.1 A bank account held with ABSA bank with a balance amounting to 
R429 845 at year-end has not been included in the financial statements. The 
bank account was opened for the Disaster Management Fund. Income of 
R429 913 and expenditure of R204 was not recorded against the Disaster 
Management Trust Fund. 

4.10 Comparative figures 

4.10.1 In the previous year a disclaimer of audit opinion was issued. Comparative 
figures for the previous year included in the financial statements have not been 
restated. Therefore no opinion can be expressed on the accuracy of comparative 
figures. 

4.11 Capital commitments 

4.11.1 In the absence of a complete and accurate project register the 
classification between approved and contracted for and approved and not 
contracted for and the completeness of capital commitments of R13 297 493 as 
per note 26 could not be verified. 


5. DISCLAIMER OF OPINION 

Because of the significance of the matters in the preceding paragraph, I do not 
express an opinion on the financial statements. 
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6. EMPHASIS OF MATTER 


Without further qualifying the audit opinion, attention is drawn to the following 
matters: 

6.1 Financial statement disclosure 

6.1.1 The financial statements do not include the compulsory disclosures 
required in terms of section 125(2)(a) of the MFMA. 

6.1.2 The assessment rates as disclosed in note 14 are not accurate. The 
correct rates are disclosed in appendix F. 

6.1.3 No comments and reasons were provided in the treasurer’s report on 
material variances between budget, prior year actual and current year actual 
income and expenditure. 

6.2 Weakness in internal controls 

6.2.1 The municipality did not perform a risk assessment for the municipality 
that includes management’s estimates of the significance and the likelihood of 
the risks, nor was any risk management policy developed to address the possible 
risks or to identify any corrective actions to be taken. 

6.2.2 The municipality did not develop and implement a fraud prevention plan to 
prevent and detect fraud and error. 

6.2.3 A lack of segregation of duties has been identified, due to vacancies in the 
finance section. These vacancies include all managerial positions on the 
approved organisational structure, which adversely affects the management of 
the financial department. 

6.2.4 There is a lack of security over cash in transit between Reivilo / Pudimoe 
and Taung. 

6.2.5 Various weaknesses were identified with regard to control over inventory. 

6.2.6 The sliding scale for the tariffs for water has been incorrectly captured on 
the system and therefore consumers were undercharged during the year. 

6.2.7 Outstanding consumer debtors at year-end increased by R1 540 460 from 
R9 057 311 to RIO 597 771 (an increase of 17%). There are inadequate steps 
taken by the municipality to ensure that outstanding debtors are collected. 
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6.2.8 It could not be confirmed whether the project register supplied included 
approved contracted amounts of all contracts and tenders awarded and actual 
expenditure to date on those contracts/tenders/projects. It could also not be 
confirmed whether the project register was used to exercise control over 
payments made in terms of the contracts to ensure that the actual expenditure 
remains within the approved contracted amounts. 

6.2.9 No adequate reconciliation is performed by the municipality between 
actual grants and subsidies received by the municipality to the amounts as 
included in the budget and the amounts as per the Division of Revenue Act, 2005 
(Act No.l of 2005) (DORA). 

6.2.10 Inadequate controls are in place to ensure that all journals are checked for 
accuracy, appropriately approved and supported by adequate supporting 
documents. 

6.2.11 Various cases were noted where requirements of the Supply Chain 
Management Policy have not been adequately implemented. In various cases 
three quotations were not obtained as required but no motivation for the deviation 
was attached. 

6.3 Computer information system environment 

6.3.1 Various information system policies and plans had not been developed 
and approved. This included an information technology security policy, user 
account management procedures and a business continuity plan. 

6.3.2 The security settings on the server had not been appropriately activated 
as users were not forced to change their passwords regularly. 

6.4 Non-compliance with laws and regulations 

6.4.1 The financial statements for the 2005/06 financial year were not submitted 
within two months after the financial year, as required by section 126(l)(a) of the 
MFMA. The financial statements were submitted on 4 December 2006. 

6.4.2 Properties in Pudimoe, Taung and Reivilo were valued during May 2005, 
however the new valuation roll was not implemented for the year under review in 
terms of the Property Rates Act, 2004 (Act No. 6 of 2004) and the rates policy 
was only approved on 11 Aug 2006. Property rates were still levied in terms of 
the previous valuation which came into effect in 1996. 

6.4.3 As per the letter received for the National Electricity Regulator, new tariffs 
for the financial year for electricity were only to be implemented as from 
1 January 2006. However the municipality implemented the increased tariffs for 
the financial year from 1 July 2005. 
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6.4.4 The delegated responsibility and authority were not sufficiently defined in 
writing and understood at all levels of the municipality, as required in terms of 
section 59 (l)(a) and (2)(b) of the Municipal Systems Act, 2000 (Act No. 32 of 
2000) or as required by section 79(1) of the MFMA. 

6.4.5 In terms of section 66(l)(b) of the Municipal Systems Act, each post of the 
approved staff establishment of the municipality should have an adequate job 
description. It could not be confirmed that job descriptions has been completed 
for all posts at the municipality. 

6.4.6 Not all officials of the municipality are remunerated in terms of the 
approved SALGA salary scales for a grade 3 municipality. 

6.4.7 The municipality has failed to adequately establish a budget and treasury 
office as required by section 80 of the MFMA and the supply chain management 
unit as required by section 7 of the Municipal Supply Chain Management 
Regulations. Vacant positions in these units have not been filled. The CFO has 
also not issued any written sub-delegations to officials in the unit to set out the 
duties and responsibilities of the officials. 

6.4.8 The municipality did not comply with section 131(1) of the MFMA, which 
requires that matters raised in the prior year’s audit report should be adequately 
addressed. Various matters as raised in the prior year’s audit report have not 
been adequately addressed in the current financial year. 

6.4.9 The performance bonuses paid to section 57 officials during the year (in 
terms of 2004/05) and the increases received were not in line with the 
performance agreements of the officials in terms of section 57(l)(b) and (4) of 
the Municipal Systems Act. The score sheets submitted for audit for the 
performance evaluations were also not appropriately completed or signed in 
certain cases. 
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7. APPRECIATION 


The assistance rendered by the staff of the Greater Taung Local Municipality 
during the audit is sincerely appreciated. 



AJ Grobler for Auditor-General 

Rustenburg 

22 March 2007 



AUDITOR-GENERAL 
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